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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Public  Employees' 
Retirement  System  and  the  Department  of  Administration  are  included  in 
the  back  of  this  report. 
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Comply  with  Chapter  1-0300  of  the  Montana 

Administrative  Manual  regarding  the  administration 
of  employee  leave. 

Agency  Reply:   Concur.   See  page  19. 

The  Department  of  Administration  resolve  the  incon- 
sistency between  Chapter  1-0304.84,  MAM,  which  requires 
each  agency  to  record  sick  leave  charges  on  each 
employee's  leave  record  to  the  nearest  whole  hour  and 
its  procedure  of  recording  payroll  information  to  the 
nearest  half-hour. 

Agency  Reply:   Concur.   See  page  21. 

Encourage  all  employees  to  complete  a 

"Designation  of  Person  Authorized  to  Receive 
Decedent's  Warrants"  form. 

Agency  Reply:   Concur.   See  page  19. 

Comply  with  Management  Memo  1-75-17A  in  the 
administration  of  the  compensatory  time  plan. 

Agency  Reply:   Concur.   See  page  19. 

Request  assistance  from  the  State  Auditor's 

Office  to  eliminate  the  mailing  of  the  volunteer 
firemen  and  policemen  pension  warrants  by  the 
PERS  staff. 

Agency  Reply:   The  agency  will  implement  this  recom- 
mendation in  January  1978.   See  page  19. 

Establish  controls  over  fixed  assets  in 
accordance  with  Management  Memo  70-17. 

Agency  Reply:   Concur.   See  page  20. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

The  Board  of  Administration  require  the  administrator 
of  the  Public  Employees'  Retirement  System  to  main- 
tain formal  minutes  of  board  meetings.  8 

Agency  Reply:   Concur.   See  page  20. 
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PREFACE 
This  report  discusses  the  financial  activities  and  operations  of 
the  Public  Employees'  Retirement  System  (PERS) .   We  limited  our  audit 
scope  for  PERS  to  those  earmarked  revenue  and  general  fund  accounts  that 
pertain  to  the  administrative  operations  of  the  agency.   In  addition,  we 
audited  the  Volunteer  Firemen's  Fund  at  PERS.   The  public  accounting 
firm  of  Holmes  and  Turner,  Bozeman,  released  a  separate  report  on  the 
trust  fund  activities  of  PERS. 


STATE   OF  MONTANA 


MORRIS  L    BRUSETT 
LEGISLATIVE  AUDITOR 


^ftxtt  itf  iht  ^t^i&inix'ixt  ^nbiiixx 


STATE  CAPITOL 
HELENA.  MONTANA  59601 

406/449-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JOSEPH  J.  CALNAN 
ADMINISTRATION  AND 
PROGRAM  AUDITS 

ELLEN  FEAVER 

FINANCIAL-COMPLIANCE  AND 
CONTRACTED  AUDITS 

STAFF  LEGAL  COUNSEL 

JOHN  W.    NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Public  Employees'  Retire- 
ment System  as  of  June  30,  1976,  and  the  related  statements  of  oper- 
ations listed  in  the  table  of  contents  of  this  report  for  the  year  then 
ended.   Our  examination  included  only  the  administrative  accounts  and 
the  Volunteer  Firemen's  Fund  of  the  Public  Employees'  Retirement  System 
and  did  not  include  the  trust  fund  activities,  which  were  audited  by 
other  accountants.   Our  examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

The  Public  Employees'  Retirement  System  has  not  maintained  a  record 
of  its  general  fixed  assets,  and  accordingly  a  statement  of  general 
fixed  assets,  required  by  generally  accepted  accounting  principles,  is 
not  included  in  the  financial  report. 

In  our  opinion  the  aforementioned  financial  statements  present 
fairly  the  financial  position  of  the  Public  Employees'  Retirement  System 
and  the  Volunteer  Firemen's  Fund  as  of  June  30,  1976,  and  the  results  of 


their  operations  and  the  changes  in  their  financial  positions  for  the 
year  then  ended,  in  conformity  with  generally  accepted  accounting 
principles  applied  on  a  basis  consistent  with  that  of  the  preceding 
year. 

Respectfully  submitted. 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


September  10,  1976 
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COMMENTS 
GENERAL 

The  Public  Employees'  Retirement  System  (PERS)  was  created  in  July 
1945.   The  Board  of  Administration  was  created  in  1973  to  establish  such 
rules  and  regulations  as  it  deems  necessary  for  administering  the 
various  state  retirement  programs.   The  board  consists  of  five  members 
who  are  appointed  by  the  Oovernor  to  five-year  terms.   Three  members  are 
public  employees  and  members  of  the  system,  and  two  members  are  appointed 
as  representatives  of  the  public. 

The  board  has  exclusive  control  of  the  administration  of  the  funds 
of  the  retirement  system  except  that  the  State  Treasurer  acts  as  the 
custodian  of  these  funds  and  the  Board  of  Investments  invests  available 
funds  to  insure  adequate  funding  for  future  benefits. 

During  fiscal  year  ended  June  30,  1976,  the  board  employed  an 
administrator  and  19  full-time  employees  to  conduct  the  business  of  the 
system.   The  cost  of  administering  the  retirement  system  during  fiscal 
year  1975-76  was  approximately  $381,000.   These  costs  are  paid  directly 
to  the  retirement  system  by  member  employers  through  fees  that  amount  to 
.3  percent  of  employee  wages  from  the  Public  Employees'  and  Game  Wardens' 
Retirement  System  agency  funds.   In  addition,  the  Montana  Judges'  Retire- 
ment System  agency  fund  contributes  $2,000  each  fiscal  year  while  the 
Volunteer  Firemen's  fund  contributes  $1,000.   These  moneys  are  transferred 
from  each  retirement  system's  agency  fund  to  the  Earmarked  Revenue  Fund 
as  needed,  within  appropriation  and  budget  amendment  limits.   A  general 
fund  appropriation  of  $2,000  is  also  required  for  administering  the 
Highway  Patrolmen's  Retirement  System. 
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Chapters  19  and  20,  Title  XI,  R.C.M.  1947,  provide  for  a  Volunteer 
Firemen's  retirement  plan.   The  Workers'  Compensation  Division  administers 
the  Volunteer  Firemen's  Compensation  Act  while  the  Board  of  Administration 
administers  the  pension  plan  and  makes  payments  to  eligible  retirees. 
Moneys  used  for  the  payment  of  the  pension  claims  and  administrative 
costs  are  paid  for  through  5  percent  of  premium  taxes  collected  from 
insurance  companies  by  the  State  Auditor.   This  is  the  only  state  retire- 
ment plan  in  which  benefits  need  to  be  appropriated  from  an  earmarked 
revenue  fund. 

Section  82A-210,  R.C.M.  1947,  allocates  the  Board  of  Administration 
to  the  Department  of  Administration  for  administrative  purposes.   The 
board  exercises  its  policy  making  functions  independently  of  the  depart- 
ment and  without  approval  or  control  of  the  department.   The  Department 
of  Administration  directs  and  supervises  the  budgeting,  record  keeping, 
reporting  and  related  administrative  and  clerical  functions  of  the 
board.   However,  the  board  hires  its  own  personnel. 
EMPLOYEE  LEAVE  RECORDS 

Our  review  of  personnel  records  at  the  Public  Employees'  Retirement 
System  revealed  several  weaknesses  in  the  administration  of  employee 
leave . 

Employees  of  PERS  often  take  leave  of  absence  without  submitting  a 
written  request  for  leave.   The  assistant  administrator  explained  that 
prior  to  March  1976  and  the  development  of  their  request  for  leave 
forms,  PERS  employees  completed  a  written  request  only  if  the  request 
was  for  eight  hours  or  more.   In  four  instances,  we  found  inadequate 
documentation  for  leave  taken. 


The  Montana  Administrative  Manual  states  that  agencies  must  docu- 
ment in  writing  any  sick  leave  charges  made  against  an  employee's  account 
on  the  employee's  leave  record.   Additionally,  agencies  are  to  provide 
the  standard  request  for  leave  of  absence  form  distributed  by  the 
Department  of  Administration  for  agency  employees.   PERS  officials 
should  require  its  employees  to  document  in  writing  all  requests  for 
leave  on  the  Department  of  Administration's  employee  request  for  leave 
form. 

In  our  examination  of  one  employee's  leave  record  we  found  a  100- 
hour  mathematical  error  which  reduced  the  employee's  sick  leave  balance 
by  the  same  amount.   Also,  we  found  three  other  employees'  leave  records 
which  contained  mathematical  errors.   A  PERS  employee  not  directly 
responsible  for  posting  employee  leave  transactions  should  periodically 
review  leave  records  for  mathematical  accuracy  and  completeness. 

Charges  for  sick  and  vacation  leave  are  not  always  posted  to  the 
employee's  leave  record.   We  found  instances  where  employee  leave  requests 
had  been  completed  by  the  employee,  approved  by  the  supervisor  and  filed 
in  the  employee's  personnel  file;  however,  the  amount  of  sick  or  annual 
leave  charges  had  not  been  posted  to  the  employee's  leave  record.   PERS 
should  post  all  charges  for  sick  and  vacation  leave  to  the  employee's 
leave  record. 

The  accountant  responsible  for  leave  records  said  that  he  posts 
sick  and  annual  leave  transactions  to  each  employee's  leave  record 
monthly.   The  Montana  Administrative  Manual  states  that  proportionate 
sick  leave  credits  shall  be  earned  and  credited  at  the  end  of  each  pay 
period.   The  accountant  should  record  sick  and  annual  leave  transactions 
at  the  end  of  each  pay  period  rather  than  at  the  end  of  each  month. 
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The  employee  leave  request  used  by  PERS  does  not  distinguish  between 
emergency  sick  leave  and  regular  sick  leave.   The  Montana  Administrative 
Manual  states  that  the  term  "emergency  sick  leave"  is  used  in  order  to 
make  a  clear  differentiation  between  sick  leave  used  by  an  employee  for 
personal  illness  and  sick  leave  used  for  a  family  emergency.   Emergency 
sick  leave  charged  against  an  employee's  sick  leave  credits  shall  not 
exceed  a  total  of  five  work  days  per  calendar  year;  therefore,  PERS 
should  use  the  Department  of  Administration's  employee  request  for  leave 
form  to  insure  compliance  with  this  regulation. 

Sick  leave  charges  posted  to  each  employee's  leave  record  are  not 
being  recorded  to  the  nearest  full  hour  as  required  by  the  Montana 
Administrative  Manual.   The  PERS  accountant  records  sick  leave  charges 
by  the  half-hour — the  same  method  used  by  the  agency  when  submitting 
payroll  information  to  the  director's  office,  Department  of  Administration. 
We  question  the  inconsistency  between  the  Montana  Administrative  Manual 
requirement  and  the  Department  of  Administration's  procedure  of  recording 
payroll  to  the  nearest  half-hour. 

PERS  officials  allowed  an  employee  to  take  eight  hours'  emergency 
sick  leave  when  the  reason  specified  did  not  meet  the  definition  of 
emergency  sick  leave.   The  Montana  Administrative  Manual  provides  in 
part  that  emergency  sick  leave  is  defined  as  a  necessary  absence  due  to 
the  illness  of  a  member  of  the  employee's  immediate  family.   The  manual 
defines  immediate  family  as  spouse,  parents,  brothers,  sisters,  household 
dependents  and  children  of  both  the  employee  or  spouse.   The  employee's 
request  for  leave  noted  sick  leave  paid  when  the  absence  pertained  to 
the  employee's  sister-in-law.   PERS  officials  should  approve  of  emergency 
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sick  leave  only  when  the  illness  is  associated  with  the  employee's 
immediate  family. 

Also,  we  found  two  cases  where  PERS  accounting  personnel  charged 
excess  sick  leave  charges  to  annual  leave  without  the  approval  of  the 
employee.   Section  59-1005,  R.C.M.  1947,  states  that  "...  absence  from 
employment  by  reason  of  illness  shall  not  be  chargeable  against  unused 
vacation  leave  credits  unless  approved  by  the  employee."  Agency  officials 
should  seek  written  approval  from  its  employees  prior  to  charging  excess 
sick  leave  charges  to  annual  leave. 

RECOMMENDATION 

We  recommend  that: 

1.  PERS  comply  with  Chapter  2-0300  of  the  Montana  Administrative 
Manual  regarding  the  administration  of  employee   leave  as 
described  above. 

2.  The  Department  of  Administration  resolve  the  inconsistency 
between  Chapter  1-0304.84,   MAM,    which  requires  each 
agency  to  record  sick  leave  charges  on  each  employee's 
leave  record  to  the  nearest  whole  hour  and  its  procedure 
of  recording  payroll  information  to  the  nearest  half- 
hour. 

PERSONNEL  FILES 

In  our  review  of  personnel  files  we  found  that  four  PERS  employees 
did  not  have  on  file  a  properly  executed  state  form,  "Designation  of 
Person  Authorized  to  Receive  Decedent's  Warrants."   The  Montana  Adminis- 
trative Manual  provides  that  "each  state  employee  may  designate  a  person 
to  receive  the  employee's  pay,  benefits,  and/or  travel  allowances  due  at 
the  time  of  the  employee's  decease  in  connection  with  his/her  employment." 
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Although  the  form  is  not  mandatory,  PERS  officials  should  explain 
to  their  employees  that  the  designation  assures  that  warrants  for  moneys 
due  employees  will  be  properly  forwarded  to  the  designated  person. 

RECOMMEmATION 

We  reoornmend  that  the  agency  encourage  all  employees   to  complete 

a   "Designation  of  Person  Authorized  to  Receive  Decedent  's 

Warrants"  form. 

COMPENSATORY  TIME 

Management  Memo  1-75-17A  of  the  Montana  Administrative  Manual  sets 
forth  the  basic  policy  and  regulations  for  employees  included  in  the 
compensatory  time  plan.   We  found  the  following  weaknesses  in  PERS' 
administration  of  compensatory  time: 

1.  Compensatory  time  earned  and  taken  is  not  recorded  in  full 
hours. 

2.  Not  all  compensatory  time  earned  and  taken  is  posted  to  the 
employee  leave  record. 

3.  Mathematical  errors  appear  on  employees'  leave  records. 
PERS  officials  should  review  the  provisions  of  Management  Memo  1- 

75-17A  to  insure  full  compliance  with  that  directive. 

RECOMMENDATION 

We  recommend  that  PERS  comply  with  Management  Memo  1-7 5-17 A  in  the 
administration  of  the  compensatory   time  plan. 

VOLUNTEER  FIREMEN'S  FUND 

The  Board  of  Administration  of  the  Public  Employees'  Retirement 
System,  as  provided  under  Section  11-2026,  R.C.M.  1947,  administers  the 
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volunteer  firemen's  pension  plan.   PERS  presently  mails  retirement 
warrants  to  approximately  150  volunteer  firemen  and  400-500  policemen 
each  month. 

The  process  used  is  unnecessarily  time  consuming  and  costly.   PERS 
accounting  personnel  prepare  a  multiple-vendor  claim;  the  warrants  are 
printed  at  the  State  Auditor's  Office,  and  they  are  returned  to  PERS  to 
obtain  retiree  addresses  for  subsequent  mailing.   Since  the  State 
Auditor's  Office  already  mails  out  the  majority  of  retiree  warrants  for 
the  state,  PERS  should  request  assistance  from  the  Auditor's  Office  to 
eliminate  the  mailing  of  these  pension  warrants  by  the  PERS  staff. 

RECOMMEmATION 

We  recommend  that  PERS  request  assistance  from  the  State  Auditor's 

Office  to  eliminate  the  mailing  of  the  volunteer  firemen  and 

policemen  pension  warrants  by  the  PERS  staff. 

FIXED  ASSETS 

In  our  review  of  internal  control  over  equipment  at  the  Public 
Employees'  Retirement  System  we  found  the  following  weaknesses: 

1.  Physical  inventories  of  fixed  assets  are  not  being  taken  each 
fiscal  year. 

2.  Identification  markers  are  not  placed  on  each  equipment  item. 

3.  No  up-to-date  fixed  asset  inventory  listing  exists. 
Management  Memo  70-17  states  that  "each  agency  is  responsible  for 

the  management  of  all  state  property  within  their  jurisdiction."   This 
includes  maintaining  records  to  identify  fixed  assets.   PERS  needs 
annual  inventories  and  identification  markers  on  equipment  items  to 
provide  physical  safeguards  over  state  owned  property. 


-7- 


RECOMMENDATION 

We  reaommend  that  PEES  establish  controls  over  fixed  assets  in 
aacordanae  with  Management  Memo   70-17. 

BOARD  MINUTES 

The  administrator  of  the  Public  Employees'  Retirement  System  does 
not  maintain  a  formal  board  minute  log  book.   We  found  it  difficult  to 
read  the  notes  of  meeting  proceedings  kept  by  the  administrator.   The 
board  should  require  the  preparation  and  retention  of  minutes  of  all 
board  meetings.   Decisions  made  by  the  board  should  be  documented  in  the 
minutes.   Since  the  board  exercises  a  policy  making  function  over  the 
Public  Employees'  Retirement  System,  minutes  are  the  best  means  of 
recording  the  intent  of  the  board. 

This  same  recommendation  was  included  in  the  audit  report  prepared 
by  the  public  accounting  firm  of  Holmes  and  Turner,  Bozeman,  who  audited 
the  trust  fund  activities  of  the  system.   The  director  concurred  with 
their  recommendation  and  stated  all  minutes  would  be  presented  to  the 
board  on  a  current  basis  no  later  than  the  February  1977  meeting.   As  of 
June  15,  1977,  the  director  has  not  completed  the  required  documentation 
of  four  past  board  meetings. 

RECOMMENDATION 

We  recommend  that  the  Board  of  Administration  require   the  administrator 

of  the  Public  Employees'  Retirement  System  to  maintain  formal 

minutes  of  board  meetings. 


FINAL  COMMENTS 

We  have  discussed  this  report  with  the  administrator  of  the  Public 
Employees'  Retirement  System  and  his  staff  and  the  director  of  the 
Department  of  Administration.   The  full  texts  of  their  written  responses 
to  this  report  begin  on  page  18. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
respective  staffs  for  cooperation  and  assistance  during  the  audit. 
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FINANCIAL   STATEMENTS 


PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
EARMARKED  REVENUE  FUND 
BALANCE  SHEET 
JUNE  30.  1976 


Earmarked 

Revenue 

Fund 


ASSETS 


Imprest  Cash  Fund  $    20 
Cash  in  Treasury  11,908 

Expense  Advance  to  Employees  3 

Total  Assets  $11,931 

LIABILITIES  AND  FUND  BALANCE 

Accrued  Support  Expenditures  $30,161 

Fund  Balance  (Note  12)  (18,230) 

Total  Liabilities  and  Fund  Balance  $11,931 


(See  accompanying  notes) 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
STATEMENT  OF  SUPPORT  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 
Fiscal  Year  Ended  June  30,  1976 


Legislative     Budget 
Appropriations   Amendments 


Total 

Spending  Unexpended 

Authority   Expenditures    Balance 


PERS  PROGRAM 
General  Fund 

Earmarked  Revenue 
Fund 


$   2,000 
346,873      $32,615 


$   2,000     $   2,000 


379,488 


379,485 


$-0- 


VOLUNTEER  FIREMEN 
Earmarked  Revenue 

Fund  (Note  10)       54,650 
Totals  $403,523 


825 


55,475 


55,475 


$33,440     $436,963     $436,960 


PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 
EARMARKED  REVENUE  FUND 
STATEMENT  OF  INCOME  COMPARED  TO  INCOME  ESTIMATES 
Fiscal  Year  Ended  June  30,  1976 


Income  Category 
Income  Transfers 


(See  accompanying  notes) 


Estimated 
$-0- 


-0- 

$  3 


Actual 
$350,000 
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PUBLIC  E34PLOYEES'  RETIREMENT  SYSTEM 

STATEMENT  OF  EXPENDITURES  BY  PROGRAM 

Fiscal  Year  Ended  June  30,  1976 


PERS 
Program 


Volunteer 
Firemen 


Total 


EXPENDITURE  OBJECT 


Personal  Services 

Salaries 

Other  Compensation 

Employee  Benefits 
Total  Personal  Services 

Operating  Expenses 

Contracted  Services  (Note  7) 

Supplies  and  Materials 

Communications 

Travel 

Rent  (Note  4) 

Utilities 

Repair  and  Maintenance 

Other  Expenses 
Total  Operating  Expenses 

Equipment 

Benefits  and  Claims 

to  Individuals 
Total  Expenditures  (Note  9) 


$189,971 

575 

24.280 

214,826 


115,427 

10,697 

16,782 

5,001 

11,581 

1,804 

1,809 

343 

163,444 

3,170 


45 

$381,485 


$189, 

,971 

575 

24. 

,280 

214. 

,826 

115. 

,427 

10, 

,697 

16, 

,782 

5, 

,001 

11, 

,581 

1, 

,804 

1, 

,809 

343 

$55,475 
$55,475 


163,444 
3,170 


55,520 
$436,960 


(See  accompanying  notes) 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

ALL  FUNDS 


Fiscal  Year  Ended  June  30,  1976 


FUND  BALANCE,  JULY  1,  1975 

Additions: 

Appropriations 

Non-Budgeted  Income 

Prior  Year  Income  Adjustment 
Total  Balance  and  Additions 

Deductions: 
Expenditures 
Prior  Year  Expenditure 
Adjustment   (Note  8) 
Balance  of  Social  Security 
Earmarked  Account 
Transferred  to  Agency 
Funds   (Note  11) 
FUND  BALANCE,  JUNE  30,  1976 


General 
Fund 

$   -0- 


2,oon 


2,000 


2,000 


$   -0- 


Earmarked 
Revenue 
Fund 

$  21,734 


1,000 

350,000 

109 

372,843 


379,485 
6,224 

5,364 
$(18,230) 


Volunteer 
Firemen's 
Fund 

$   -0- 
55,475 


55,475 
55,475 


$  -0- 


(See  accompanying  notes) 
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PUBLIC  EMPLOYEES'  RETIREMENT  SYSTEM 

Notes  to  the  Financial  Statements 
Fiscal  Year  Ended  June  30,  1976 

1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  (SBAS) . 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of  accounting. 
Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expendi- 
tures as  provided  by  law."   (Montana  Administrative  Manual  2-0240.40) 

2.  RETIREMENT  PLAN 

Employees  of  the  Public  Employees'  Retirement  System  are  covered  by 
the  Public  Employees'  Retirement  System,  a  contributory  plan  under  which 
the  state  contributes  5.55  percent  of  an  employee's  gross  wages  and  the 
employee  contributes  6  percent  of  his  gross  wages  to  the  plan.   PERS 
incurred  pension  costs  of  $9,832  during  fiscal  year  1975-76.   The  state 
funds  accrued  pension  costs. 

3.  VACATION  AND  SICK  PAY 

Liabilities  incurred  because  of  employees'  unused  vacation  and  sick 
pay  are  not  recorded.   The  related  expenditures  are  recorded  when  paid. 
Permanent  employees  are  allowed  to  accumulate  and  carry  over  into  a  new 
calendar  year  a  maximum  of  twice  their  annual  accumulation  of  vacation. 
Upon  termination,  qualifying  permanent  employees  having  unused  accumulated 
vacation  and  sick  leave  receive  payment  for  vacation  on  a  100  percent 
basis  and  sick  leave  on  a  25  percent  basis.   The  amount  of  the  liability 
associated  with  unused,  accumulated  vacation  and  sick  leave  at  June  30, 
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1976,  is  maintained  on  an  hourly  basis  rather  than  by  dollar  amount. 
The  monetary  liability  is  not  calculated  until  an  employee  terminates. 

4.  LEASE  COMMITMENTS 

The  Public  Employees'  Retirement  System  owns  the  land  and  building 
housing  the  retirement  system's  offices.   The  system  pays  rent  to  the 
Agency  Fund  in  accordance  with  an  annual  lease  totaling  $9,000. 

5.  ADMINISTRATIVE  COSTS 

Administrative  costs  are  paid  by  member  employers  through  fees  that 
amount  to  .3  percent  of  employee  wages  from  the  Public  Employees'  and 
Game  Wardens'  Retirement  System  agency  funds.   In  addition,  the  Montana 
Judges'  Retirement  System  agency  fund  contributes  $2,000  each  fiscal 
year  to  the  PERS  administrative  account  while  the  Volunteer  Firemen's 
fund  contributes  $1,000  towards  administering  the  retirement  programs. 
These  moneys  are  transferred  to  the  Earmarked  Revenue  Fund  as  needed, 
within  appropriation  and  budget  amendment  limitations.   A  general  fund 
appropriation  of  $2,000  is  also  required  for  administering  the  Highway 
Patrolmen's  Retirement  System. 

6.  GENERAL  FIXED  ASSETS  AND  DEPRECIATION 

General  fixed  assets  purchased  are  recorded  as  expenditures  in  the 
various  funds  at  the  time  of  purchase.   There  are  no  accounting  controls 
for  the  general  fixed  assets  group  of  accounts,  and  depreciation  is  not 
provided  on  general  fixed  assets. 

7.  CONTRACTED  SERVICES 

During  fiscal  year  1975-76,  PERS  spent  approximately  $115,000  for 
contracted  services.   These  costs  are  primarily  for  data  processing 
charges  and  actuarial  consulting  and  evaluation  services. 
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8.  PRIOR  YEAR  EXPENDITURE  ADJUSTMENT 

The  amount  shown  as  a  prior  year  expenditure  adjustment  represents 
June  1975  data  processing  charges  which  were  erroneously  omitted  during 
fiscal  year  197A-75. 

9.  EXPENDITURES  BY  PROGRAM 

The  amount  shown  as  total  expenditures  for  the  PERS  program  includes 
the  $2,000  general  fund  and  $379,488  earmarked  revenue  fund  appropriations. 

10.  VOLUNTEER  FIREMEN'S  FUND 

Chapters  19  and  20,  Title  XI,  R.C.M.  1947,  provide  for  a  Volunteer 
Firemen's  retirement  plan.   The  Workers'  Compensation  Division  administers 
the  Volunteer  Firemen's  Compensation  Act  while  the  Board  of  Administration 
administers  the  pension  plan  and  makes  payments  to  eligible  retirees. 
Moneys  used  for  the  payment  of  pension  claims  and  administrative  costs 
are  paid  for  through  5  percent  of  premium  taxes  collected  from  insurance 
companies  by  the  State  Auditor.   This  is  the  only  plan  in  which  benefits 
need  to  be  appropriated  from  an  earmarked  revenue  fund. 

11.  SOCIAL  SECURITY  EARMARKED  REVENUE  ACCOUNT 

The  amount  shown  as  a  balance  of  the  social  security  earmarked 
account  represents  a  transfer  of  moneys  to  the  social  security  trust 
fund.   The  social  security  earmarked  revenue  account  was  previously  used 
to  pay  the  costs  of  administration.   These  transactions  are  now  accounted 
for  within  the  social  security  trust  fund. 

12.  NEGATIVE  FUND  BALANCE 

The  earmarked  revenue  fund  shows  a  negative  fund  balance  at  June  30, 
1976.   The  agency  transfers  moneys  from  the  agency  fund  to  the  earmarked 
revenue  fund  as  needed  for  administrative  costs.   At  June  30,  1976, 
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accrued  expenditures  exceeded  cash  transferred  for  these  costs.   A 
transfer  of  $50,000  was  made  in  August  1976  to  cover  the  payment  of 
accrued  support  expenditures.   Until  that  time  the  cash  was  invested  by 
the  agency  fund  for  retirement  system  members. 
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AGENCY   REPLIES 


i 


BOAHD  OF   ADMINISTRATION 
FRtn   DAURETT 
W     N     COCALES 

JOHN   L     t'HEBlL 
KEVIN   J      SHANNON 

obert  L.  Batista 


STATE   OF    MONTANA 

THOMAS  L.  JUDGE.  GOVERNOR 


DEPARTMENT  OF  ADMINISTRATION 
PUBLIC   EMPLOYEES'    RETIREMENT   DIVISION 

1712  NINTH   AVENUE 

TELEPHONE:    AREA  CODE   406.'449.3  1  54 

HELENA.  MONTANA  59601 

June  23,  1977 


Mr.  Morris  L,  Brusett 
Legislative  Auditor 
Capitol  Building 
Helena,  MT.   59601 

Dear  Mr.  Brusett: 

Attached  is  a  copy  of  our  response  to  the  audit  of  the  Retire- 
ment Division  performed  by  your  agency. 

The  cooperation  of  yourself  and  the  Legislative  Audit  staff 
is  appreciated. 


Sineferely , 


Lawrence  P.  Nachtsheim,  Administrator 
Public  Employees'  Retirement  Division 
LPN/j 
Copy:   Mr.  Jack  Crosser,  Director 

Department  of  Administration 
Mitchell  Building 
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STATE  OF  MONTANA 
PUBLIC  EMPLOYEES'  RETIREMENT 

Administrative  Expenses  and 
Volunteer  Firemen's  Fund 

REPORT  ON  EXAMINATION  OF  FINANCIAL  STATEMENTS 

Fiscal  Year  Ended  June  30,  1976 

Response  to  Recofmendatlons 

Recommendation  -  Page  5.  The  P.E.R.S.  will  comply  with  Chapter  1-0300 
of  the  Montana  Administrative  Manual  and  will  continue  to  work  with  the  Depart- 
ment of  Administration  to  resolve  any  inconsistencies  between  sick  leave  records 
and  payroll  reporting  information.  Some  discussion  has  already  been  held  in 
this  area.  At  the  present  time  both  sets  of  information  are  being  reported  on 
the  full -hour  basis. 

Recommendation  -  Page  6.  The  Retirement  Division  had,  prior  to  this  audit, 
given  "Designation  of  Person  Authorized  to  Receive  Decedent's  Warrants"  forms  to 
each  staff  member.  Some  staff  members  had  not  completed  this  form  and  the 
delinquents  were  again  reminded  to  complete  this  form.  At  the  present  time,  all 
employees  now  have  a  completed  Decedent's  Warrant  form  in  their  file. 

Recommendation  -  Page  6.  The  Individual  charged  with  the  responsibility  for 
maintaining  the  records  has  been  advised  of  the  provisions  of  Management  Memo 
1-75-17A  concerning  compensatory  time  and  the  problems  in  this  area  had  been 
corrected  prior  to  the  receipt  of  the  Audit  Report. 

Recoirmendation  -  Page  7.  The  elimination  of  the  mailing  of  the  volunteer 
firemen  and  policemen  pension  warrants  by  the  P.E.R.S.  staff  had  already  been 
considered  and  it  was  the  opinion  of  the  P.E.R.S.  staff  that  the  best  time  to 
effect  this  change  was  January  1  of  1978.  The  reason  for  this  was  that  the 
present  automatic  check-writing  system  which  results  in  the  majority  of  the 
warrants  being  processed  directly  through  the  Auditor's  Office  is  an  antiquated 
system  which  is  being  reprograinned  and  will  be  run  parallel  to  the  present  system 
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for "the  months  of  October,  November  and  December  and  then  be  converted  after 
January  1  of  1978  for  the  next  calendar  year  1n  order  that  the  W2-P  statements 
to  the  retirees  for  the  calendar  year  1977  and  1978  that  are  printed  automatically 
would  not  Involve  trying  to  Integrate  benefit  payment  information  from  two  systems. 
To  add  the  volunteer  firemen  and  the  policemen  pension  to  the  present  system  and 
then  have  them  as  part  of  the  conversion  could  only  add  to  the  problems  of  the 
conversion.  We  will  continue  to  write  the  volunteer  firemen  and  policemen  pension 
warrants  on  the  present  system  until  January  1,  1978. 

Recommendation  -  Page  8.  Because  the  Retirement  Division  has  only  been 
audited  on  a  biennial  basis,  physical  inventories  have  normally  been  taken  at 
the  time  of  the  audit  and  Inventory  records  updated  at  that  time.  Serial  numbers 
of  equipment  and  numbers  affixed  to  non-serial  numbered  equipment  had  been  placed 
on  all  P.E.R.S.  equipment  and  used  for  identification  as  recommended  by  a  previous 
audit.  Based  on  the  recommendation,  in  this  audit,  additional  identification 
markers  will  be  placed  on  the  equipment  with  the  motto,  "Property  of  the  P.E.R.S." 

Recommendation  -  Page  8.  This  recommendation  was  made  in  the  biennial  audit 
of  the  Retirement  Division  and  procedures  have  already  been  established  to  bring 
the  Minutes  of  the  Board  meetings  current.  At  the  present  time  the  Board  receives 
the  Minutes  of  the  previous  meeting  and  one  or  two  of  the  Minutes  that  were  not 
previously  completed.  We  had  hoped  to  complete  this  process  by  February  of  1977, 
however,  we  did  not  anticipate  the  deluge  of  retirement  legislation  that  was 
Introduced  in  the  past  session. 
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i>ii{K<  roirs  oi'i'K  I'. 

Mill   111:1, 1,    lil  ll.ltixc; 
HKLKXA.    MOMA.VV    r.lKidl 

THOMAS   L.   JUDGE,   Governor  ^'^ 


•  : 


_.,-_Ar  June    27,    1977 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
State  Capitol 
Helena,  Montana   59601 

Dear  Morris : 

In   response    to   your   request    the   Department   of   Administration 
submits    their   reply    to   the    following  recommendation   contained    in  your 
audit   report   of    the  Public   Employees'    Retirement    System   for    the  year 
ended  June    30,    1976. 

RECOMHEMVATIOhi 

We  ^tcomtmnd  that: 

1.     Thd  VdpoAtifmnt  o^,  AdmlnutAatlon  fioJiOlvt  the, 
Incon^tAttncy  bztwdui  CkapteA  1-0304.S4,   MAW, 
Mlitck  fiQ^quaJiu   eac/i  agency  to  fizcofid  6tck  tuavt 
ckcutQU  on  e.ach  ^mptoyzn' 6  l^avt  fmcotd  to  thz 
nzoAUt  Mkolo,  kouJi  ami  aM>  pfioctduJio.  o{,  fizcoKd- 
■ing  payfiotl  i.n.{^oHmatA.on  to  thz  moAUt  hat^- 
kouJi. 

RESPONSE 

The  Personnel  Division  is  in  the  process  of  rewriting  all 
personnel  rules,  including  sick  leave,  in  an  effort  to  get  them  all 
consolidated  and  updated  in  the  new  Personnel  Manual.   In  the  meantime, 
we  have  issued  instructions  to  all  departmental  division  administrators 
requesting  them  to  record  all  vacation,  sick  leave  and  compensating 
time  to  the  nearest  full  hour  as  is  now  required  by  the  Montana 
Administrative  Manual  for  sick  leave. 


Yours  truly, 
-,/  A"  ft' 


k  C.  Grosser 
Director 


JCC:dr 
Enc. 
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